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May 15, 2002

VIA ELECTRONICFILING

Ms. MarleneDortch
Secretary
FederalCommunicationsConmiission
~ 12~Street,SW, RoomTWB-204
Washington,DC 20554

Re: NoticeofEx PartePresentation:
FCCSeeksCommentOnAT&TRequestto Contributeto UniversalServiceBasedon
ProjectedRevenues,CC DocketNo. 96-45,DA No.02-376.

Federal-StateJoint Boardon Universal Service,CC Docket No. 96-45; 1998Biennial
RegulatoryReview— StreamlinedContributor ReportingRequirementsAssociatedwith
Administrationof TelecommunicationsRelayService,North AmericanNumberingPlan,
Local NumberPortability, andUniversalServiceSupportMechanisms,CC Docket No.
98-171; TelecommunicationsServicesfor Individualswith Hearing SpeechDisabilities
andtheAmericanswith DisabilitiesActof1990,CC DocketNo. 90-571;Administration
of the North AmericanNumberingPlan and North AmericanNumberingPlan Cost
RecoveryContributionFactorandFundSize,CC DocketNo. 92-237,NSD File No. L-
00-72; Number ResourceOptimization, CC Docket No. 99-200; TelephoneNumber
Portability, CC DocketNo. 95-116;andTruth-in-Billing andBilling Format,CC Docket
No. 98-170.

DearMs. Dortch:

AT&T Corp. (“AT&T”) respectfullyurgestheCommissionexpeditiouslyto grant
AT&T’s December 13, 2001 requestfor a waiver of the universal service fund (“USF”)
contributionrulesto addresstheprofoundanticompetitivehannscausedby theUSF “lag” in the
long-distancemarketplace.1 Therecanbe no seriousdisputethat thereis a systemicproblem
with the contributionrules, causedby the facts that contributionsarebasedupon prior period
revenuesthat for manycarriersarevastlydifferentfrom currentperiodrevenues.This “USF lag”
hascausedAT&T’s USF contributionobligationsto grow substantiallyrelative to its revenue
base, while at the same time, causing the USF contribution obligations of other carriers,

1 SeeLetterFrom RobertW. Quinn (AT&T) to MagalieRomanSalas(FCCSecretary),Proposed
First Quarter 2002 Universal Service Contribution Factor, CC Docket No. 96-45 (filed
December13, 2001)(“Waiver Request”).



including AT&T’s fastest growing competitors, the regional Bell Operating Companies
(“RBOCs”), to remain far less thanis appropriategiven theirlarge--and-growingrevenuebases.
As a resultof this known bias in the Commission’sUSF contributionrules, AT&T is put at a
severeeconomicdisadvantagerelativeto its competitors,and AT&T’s more than 50 million
residential customersbear a disproportionatelygreater burden than do other residential
customers.

Granting AT&T’s waiver requestwill have substantialpublic interestbenefits.
Residential customers immediately will experiencean average reduction in their USF
contributionsratesof at least0.40 percentagepoints (this representsapproximatelya 4 percent
reduction from the current averageresidential recoveryrate). In addition, all residential
customerswill furtherbenefitbecausea grantof AT&T’s waiverwill helprestorea level long-
distanceplaying field. Becausethefundamentalindustry changesthat causeAT&T’s universal
servicecontributionsto be so inflatedare systemic,not transient,andfall so disproportionately
on AT&T and its customers,the specialcircumstancesthatjustify a waiver areclearlypresent
here. •Thereis no question,therefore,thata grantof AT&T’s requestfor awaiver is appropriate
and should be grantedpromptly. And, as demonstratedbelow, prompt implementationof
AT&T’s waiver is a straightforwardmatterof computingAT&T’s third quartercontribution
factor basedon AT&T’s projectedrevenuesfor that quarter,ratherthan on AT&T’s revenues
from prior quarters,with anyerrorsin AT&T’s projectionssubjectto aneasilyimplementedtrue-
up mechanism.In otherwords,thewaiverrequestcanreadilybeintegratedinto theexistingUSF
assessmentprocess.

I. A GRANT OFAT&T’S WAIVER REQUESTIS IN THE PUBLIC INTEREST.

A grantof AT&T’s waiverrequestwill resultin immediatesavingsto the average
interstatecustomer. Absenta waiver, AT&T’s third quarterUSFrecoveryfactorwill be about
12.4 percentof its third quarterrevenues.But if AT&T’s requestfor awaiveris grantedAT&T’s
third quarterrecoveryfactor— thepercentthat AT&T interstateresidentialcustomerscontribute
to universalservice— will fall by 2.0 percentagepoints (to 10.4 percentof AT&T’s third quarter
2002revenues).2Consequently,over 50 million residentialcustomerswill seea2.0percentage
pointreductionin theuniversalservicefeethatappearson theirlong-distancetelephonebill.

Ofcourse,asexplainedby AT&T in its waiverrequest,a grantof thatwaiverwill
resultin a slight increasein the USF contributionfactor for all other interstatecarriers. In its
December13, 2001 WaiverRequest,AT&T explainedthat areasonableestimateof that increase
in the contribution factor for other carriers is 0.2 percentagepoints. However, given the
continueddeclinein AT&T’s marketsharesinceAT&T initially filed its requestfor awaiver,the
increasein that contributionfactoris now closerto 0.3 percentagepoints. Thus, assumingthat
thethird quarter2002contributionfactorwould be 8.16 percentif AT&T’s waiverrequestwere
denied,that contributionfactorwould increaseto 8.46 percentif AT&T’s waiverrequestwere
granted. The 2.0 percentagepoint decreaseenjoyed by over 50 million AT&T residential
customersoffsetsthe 0.3 increasethatothercarriersareassumedto passon to theircustomers.

2 Thesefiguresarebasedon AT&T’s bestestimateof thecontributionfactor. Thesefigureswill

berevisedaftertheCommissionfinalizestheactualcontributionfactorsin June.



In fact, the averageresidentialUSF recoveryrate will fall by 0.40percentagepoints.3 See
Exhibit 1.

In reality, however,RBOCsandothercarriersthat benefitfrom theUSF lag will
not haveto — andshouldnot — passonany increasesin theirUSFcontributionsto theirinterstate
customers,becausethesecarriers’ quarter-to-quarterrevenueincreasesare likely to more than
makeup for the slight increasein the contribution factor. Indeed,many of thesecarriers are
likely alreadyoverrecoveringtheirUSF contributions. Thus, if the CommissiongrantsAT&T’s
waiverrequest,andthat waiverresultsin a small increasein thecontributionfactor,therewould
be no legitimatejustification for the RBOCsto reflect that increasein theirend-useruniversal
servicerates.4

Evenasidefrom theseimmediateconsumerbenefitsof a grantof AT&T’s waiver,
customersalso would benefit from increased wireline long-distance competition. As
demonstratedby AT&T in its December 13 Waiver Requestand in its April 22, 2002
ReplyComments, the current USF contribution mechanismdistorts wireline long-distance
competitivemarketsby. providingRBOCsthathavereceivedlong-distanceauthority(and other
carrierswith increasingrevenues)with a substantialcompetitiveadvantagerelativeto existing
long-distanceproviders. A grant of AT&T’s waiver requestwould reducethis competitive
distortion, allowing existing long-distancecarriers to compete on more equal footing with
RBOCs.

II. SPECIAL CIRCUMSTANCES JUSTIFY A GRANT OF AT&T’S WAIVER
REQUEST.

TheComniission’sstatedreasonsfor rejectingsimilar waiverrequestssimply are
not applicablehere. Priorwaiver applicantsmadeonly generalallegationsthatin a competitive
environment they had experiencedrevenue lossesin particular periods.. The Commission
rejectedthosewaiverrequestson thegroundsthat “annualrevenuevariationsarean inherentpart
of the competitiveenvironmentin the telecommunicationsindustry” and that “there may be

~ The USF lag has the largestimpacton AT&T’s residentialcustomers. Therefore,the costs
causedby the USF lag accruedisproportionatelyto AT&T’s residentialcustomers. Thus, it is
not surprisingthat, on average,all residentialcustomerswill greatlybenefitfrom thewaiver.
4Anexampleillustratesthispoint. Assumethatthereareonly two USFcontributors,AT&T and
an RBOC,eachwith $500in revenuesfor thefirst quarterof 2002. Assumefurther thattheUSF
revenuerequirementfor the third quarterof 2002 is $81.60. On thesefacts, the existing USF
contributionrulesresultin basecontributionrevenuesof $1000($1000= $500 + $500),andthe
USFcontributionfactorwouldbe 8.16 percent(8.16%= $81.60!$1000). TheRBOC’snominal
contributionobligationfor third quarterof 2002is $40.80($40.80= 8.16%x $500). However,if
the RBOC’sactualthird quarter2002revenuesincreaseby 5 percent(to $525)betweenthefirst
and third quartersof 2002, the amountthat it actuallywould recoverif it passedon to its
customersan 8.16 percentUSF fee,is $42.84,or5 percentmorethanits actualUSF contribution
obligation. Seealso Letter From RobertW. Quinn (AT&T) to Magalie RomanSalas(FCC
Secretary),ProposedFirst Quarter2002 UniversalServiceContributionFactor,CC DocketNo.
96-45 (filed January16, 2002).



variouscircumstanceswhich causecarriersto experiencesuchrevenuedeclinesfrom year to
year,”but “without more, [that] . . . is [an] insufficientbasisfor-a-waiverof--the requirementthat
universalservicebebasedon prior. . . revenues.” SeeMemorandumOpinion and Orderand
SeventeenthOrderonReconsideration,15 FCCRcd.20769,¶ 30(1999).

AT&T’s revenuedeclines, in contrast,arenot a function of mereyear-to-year
revenuevariations,but of fundamentalstructuralchanges,includingRBOC long distanceentry
and chronic shifts of traditional long-distancetraffic to new wirelessand Internetsubstitutes.
Thosechangeshave not resultedmerely in overpaymentsby AT&T in some years, but in
massivedislocationsbetweenAT&T’s universalserviceburden (and the associatedburdenon
themore than 50 million AT&T residentialcustomers)and the universalserviceburdensof its
long-distancecompetitors. That, in turn, hascreatedseverecompetitivedistortionsthat only
acceleratethe decline in AT&T’s revenuesand therebyfurtherexacerbatethe regulatorylag
problem. And, becauseAT&T hasthelargestshareof long-distancerevenues,theconsequences
of this “vicious circle” of competitivedistortionshasunquestionablyfallen principally upon
AT&T andits customers.

Thereis no questionthat AT&T hasbeenparticularly hard hit by the USF lag.
The introductionof numerousalternativesto wireline long-distanceservices(e.g., “all distance”
wirelessservices,email,andinstantmessaging)hashadasubstantialanddisproportionateimpact
on the revenuebaseof existing long-distancecarriers. The universalservicerevenuebaseof
traditional,non-RBOClong-distancecarriersfell by morethan$2 billion from thethird quarter
of 1999 to the third quarterof 2001 (a more than 17% decline). AT&T revenuedeclines
accountedfor more thanhalfof that decline. On this record,therecanbeno legitimatedispute
that recentnon-marketeventshaveartificially placedAT&T at auniqueandseverecompetitive
disadvantageand that the Commissionmust grant AT&T’s waiver requestto restorea level
playing field. Under these “special circumstances”the Commissioncan and should grant
AT&T’s waiverrequest.

III. IMPLEMENTATION OF AT&T’S WAIVER REQUEST IS STRAIGHT-
FORWARD.

As demonstratedin AT&T’s December13 Waiver Request,implementationof
that waiverwould be straightforward. AT&T will submitprojectedrevenuesfor theupcoming
quarterto USAC. Thoseprojectedrevenueswill beusedby USAC, in placeof AT&T’s actual
historicalrevenues,to computetheUSFcontributionfactor. AT&T’s quarterlyUSFcontribution
will be equal to the contribution factor multiplied by AT&T’s revenueprojectionsfor that
quarter. To the extentthatAT&T’s projectionsdeviatefrom its actualrevenuesfor that quarter,
the amountof AT&T’s overpaymentor underpaymentcausedby that projectionerror will be
accountedforby atrue-upmechanism.

A true-up mechanismcould be implementedas follows. If AT&T’s actual
revenues,sayforthethird quarterof 2002,exceedits projectedrevenuesforthat quarter,thenthe
amount that AT&T contributedto the universal servicefund (basedon the lower projected
revenues)will be lessthanAT&T should havecontributedto thefund (basedon its higheractual
revenues). To make up for AT&T’s underpayment,AT&T will pay USAC the difference
betweenthe amountthat AT&T shouldhavecontributedin the third quarterof 2002 and the
amountthat it actuallycontributed. USAC would thenapply that amountto the USF funding



requirementfor thefirst quarterof 2003,therebylowering theamountthat needsto becollected
for thatperiod.5

A similarapproachwill beusedif AT&T’s actualrevenuesfor thethird quarterof
2002arelower than its projectedrevenuesfor that quarter. In that case,the amountthat AT&T
contributedto theuniversalservicefund(basedon thehigherprojectedrevenues)will be higher
thanAT&T shouldhavecontributed(basedon its lower actualrevenues),and the rest of the
universal service fund contributors will have underpaid. To compensateAT&T for this
overpayment,USAC will increasethe USF funding requirementfor the first quarterof 2003 in
orderto reimburseAT&T for its third quarter2002overpayment.

I havesubmittedoneelectroniccopyofthis Noticein accordancewith Section1.1206ofthe
Commission’srules.

Sincerely,

cc: ChairmanMichael Powell
Kyle Dixon
CommissionerKathleenAbernathy
MatthewBrill
CommissionerMichaelCopps
JordanGoldstein
CommissionerKevin Martin
DanielGonzalez
DorothyAttwood
CarolMattey
JessicaRosenworcel
KatherineSchroder
Eric Einhom .

AnitaCheng
PaulGarnett

~The true-upcannottakeplacein the fourth quarterof 2002 becauseAT&T reportsit actual
earningsfor thethird quarterduring the fourth quarter. Thus, the earliestthat true-upamounts
couldbecomputedandappliedwouldbethefirst quarterof 2003.



Whathappensto “ConsumerRecoveryRates” jfAT&T’s WaiverRequestisgranted?

$ 11,770

$ 13,817

$ 25,588

19.38%

14.~
—.

30.4..

66.17.

AVERAGE INDUSTRY RECOVERY RATE (ConsumerOnly) = L

* AT&Ts Revenueisderived from Total Toll Carriersusmga 46% market share [Source Figure5-9,U S Retail Long-DistanceVoiceRevenue
Market Share 2000,FixedPublic Network ServicesMarket Trends United States,2000-2005, Gartner Group, mc, PublicationDate June 8, 2001]

** Assumingthirdquarter 2002FederalUSFContribution Factor,without thewaiver request,wouldbe 816% , andgranting ofAT&Ts waiver
would reduceAT&T/Industry contribution base Lower Contribution Basewill yeild lower USFcollectionbyUSAC As a result,USAChasto
mcreasetheir Contribution Factor for all carriers to 8 46% -- anmcreaseof o 3%- to ensureMI recovery ofprogramcosts

NOTES
- AT&T’s 2nd HalfRecoveryRatewill be 124% without the Waiver and 104% with the Waiver Granted-- a reduction of 2 0%

File: USFLAG Ex parte exhibit.xls
Folder: USFRecovery

Date:5/15/2002
Worksheet:ConsumerBenefit

ENDUSERDATA BY FILER -~ 2001499QAnnualized

CONSUMER ONLY (From the Consumer-
BusmessSpht Worksheet)

Revenue($Millions) ShareoftheTotal (%)

A. LOCAL SERVICE PROVIDERS:.

ALL CARRIERS $ 7,496

B. WIRELESSSERVICE

ALL CAR1UERS

PROVIDERS:

I $ 5,587

C. TOLL SERVICE PROVIDERS:

Changein Recovery
19 RatesDueto AT&T’s

SI Waiver**
CONSUMER ONLY

0.3%

0.3%

-2.0%

35.’/3% 0.3%

o4 ~

TOTAL $ 38,671 ioo.oo%I’!~
s~ ~-~-~- ~:. ‘~ ~ - - .. - - -- -

-0.4%

AT&T (46%)*

OtherToll Carriers(54%)

ALL CARRIERS


